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Our day-to-day role is that of:— 


—aiding administrators in solving specific management problems, 
—devising and giving effect to better management methods, and 


—providing such other advice and help cis may enable busy executives 
to get quicker and better results than would otherwise be possible. 


The general field in which we serve may be indicated 
by some of the areas of our activity listed below. 


@ BUDGETARY CONTROL AND STANDARD COSTS 
@ SIMPLIFIED COSTING 
@ INVENTORY CONTROL 
@ ORGANIZATION FUNCTIONS 
@ SALARY EVALUATION 
@ PAPER WORK SIMPLIFICATION 
@ PRODUCTION CONTROL 


@ MARKETING COSTS 
@ CONTROL OF SALES 
@ INCENTIVE PLANS 
@ WORK SIMPLIFICATION AND METHODS 
@ PLANT AND OFFICE LAYOUT 
@ TIME AND MOTION STUDY 
@ OVERALL MANAGEMENT AUDIT 


J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE ST. WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 


We would be glad to discuss how we may assist you — no obligation naturally. 
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Editorial Comment... 


THE RACE FOR SURVIVAL 


For bold souls this is probably the most adventurous decade of 
history. Breakthroughs in science have become almost commonplace— 
supersonic speeds, atomic fission, and now satellite moons. It is as 
though the science fiction of yesteryear had become the reality of today. 
But it is not exactly as the fiction writers visualized it, for the distress- 
ing fact is that western civilization no longer enjoys a monopoly on 
such breakthroughs. 


No doubt, for reasons of prestige and scientific knowledge, the 
western world will make an all out effort to match the success of the 
Russian satellite. Additional scientists will be recruited and a crash 
programme initiated to get the American satellite in the air—and it will 
succeed. But in the meanwhile, it might be beneficial for those of us 
on the sidelines to ponder the implications of the Russian breakthrough. 


Why, if the Americans and Russians had about the same time to 
develop their satellites, did the Russians get theirs in the air first? One 
answer is that the Russians are training more engineers than the U.S. 
and are employing them in more strategic capacities. Last year, for 
instance, it was estimated that the Russians were training 280 engineers 
per million population; the U.S. 136, and Great Britain 57. When these 
young engineers graduate, moreover, they must accept direction for 
three years into employments for which they have been trained; there- 
after they are freer to make their own choice. This practice may 
smack of totalitarianism, but since the students are admitted to the 
universities on the basis of scholastic standing and over 80% of them are 
on scholarships including board and allowances, the Russians can 
succeed in placing their best brains in those places where the need is 
greatest. 


Our possibilities of success, on the other hand, are more restricted. 
Only 75% of the above average brain power achieves the necessary 
university entrance standing; the other 25% drop out between grades X 
and XII. Of the 75% who reach university entrance, an unknown but 
probably significant percentage do not avail themselves of the privilege 
because the financial sacrifice, in the absence of a widespread and 
generous system of bursaries and scholarships, is too great—a cost, as 
estimated in the U.S. in 1951, of $10,000 for a bachelor’s degree, $11,000 
for an engineer’s, and $15,000 for a doctorate. 


Obviously as a society we will have to do better than this. We will 
have to consider how some sizing can be added to the high school 
curriculum so that above average students will not be bored. By the 
time such students will have reached university entrance, furthermore, 
we will have to have resolved the problem of encouraging and facilitat- 
ing the continued education of the best students. 


This, in the writer’s view, is the way to cope with the Russian 
technological challenge. But in the rush to outdo the Russians 
technically, we run the risk of losing the race for survival as a free 
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EDITORIAL COMMENT 


democratic community. The Russian breakthrough, for example, was 
only achieved at a tremendous cost in terms of human liberty and 
dignity, typified by Stalinist repression, and by denying a generation of 
consumers in Russia the standards of housing, clothing, and material 
possessions that an economy with a per capita output exceeding that of 
France is capable of providing. 


If the western world is to vanquish the Russian challenge, it must 
devote an equal or even greater amount of resources to education and 
research. The problem will be to do this without causing such a decline 
in the material standards of living as to lead to social unrest, for this is 
the route to dictatorship. To avoid such a route, increased education 
and research must be sustained through the other sectors of the economy 
continually improving their productivity. 


Happily the forecasts to 1980 regarding improved productivity in 
Canada are encouraging. The Gordon Commission predicted that 
Canadian productivity will increase at a rate between 234 and 314% per 
annum for the next 25 years. This rate, which is the average rate of 
productivity increase since the end of the war, is really quite modest 
when compared with the Russian rate of something over 6%, but there 
are good reasons for expecting this latter rate to decline in the future. 
Forecast productivity, coupled with a growth in population to 26 
million, will result in the national income of Canada tripling by 1980 to 
some 80 billion dollars. 


It will be a challenge to the industrial accountant, and to manage- 
ment in general, to help make these vital forecasts come true. The 
survival of our way of life is at stake, and the industrial accountant is 
going to find himself in the front line of the struggle. Today, for 
instance, economists are talking about a New Economics, one which 
regards the managerial process as the administration of resources. The 
accountant, through his “Return on Investment Analyses” and the post- 
audit of such investments after they have been made, is in a pivotal 
position regarding such administration. 


Similarly, as activity expands and national income grows, a growing 
proportion of the labour force is going to be employed in the sector of 
wholesaling, retailing, communications, transportation and _ services. 
Whereas about 32% are so employed today, by 1980 it is estimated that 
40% will be thus employed, although the portion of the national income 
will remain a constant 33%. In other words, it is anticipated pro- 
ductivity growth in the service industries will lag. This then is the area 
of greatest challenge for the accountant. 


He will not only serve his profession but also kis country, if he can 
effectively extend his techniques of standard costing and variances 
analyses as developed for the tangible products of manufacturing to 
apply to the intangible values created by the service industries. 


As those who read “Accounting Research in Canada” in 
last month’s issue will recall, $.I.C.A. has been anxiously concerned for 
some time about the accounting profession making a constructive 
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response to its challenge. To facilitate the effective use of brainpower, 
for instance, in addition to our correspondence method we have been 
offering our courses by lecture through an increasing number of uni- 
versities and affiliates across the nation. Today, as a result, no Cana- 
dian of proven ability who aspires to be an accountant lacks access to 
training facilities. In almost every centre of over 50,000 population, 
moreover, such students have a choice of instruction by correspondence 
or lecture method. 


We are equally concerned that our students should be prepared to 
cope not with what happened in the past but with what is likely to 
occur in the future. To this end the Educational Foundation of 
S.I.C.A. has been busily occupied the past several years in studying 
business trends and the accounting skills they are likely to accentuate. 
Its conclusions have been incorporated into the new R.I.A. curriculum 
announced last summer, a curriculum which, we hope, will make an 
effective contribution to the race for survival. 











OBITUARY 


With deep regret we announce the death of John Alvin 
Tupper, a former national president and charter member of the 
Society, who died in Edmonton on September 18th. He was 53. 


Mr. Tupper, a chartered accountant, was owner and president 
of the Sunland Industries Limited. A resident of Edmonton for 
30 years, he had worked long and devotedly for the Edmonton 
Chapter and the Society. He was chairman of the Edmonton 
Chapter prior to its 1944 inception and first president of the 
Alberta Council. He also did extensive work on the educational 
courses and on the setting of educational standards. He served 
as national president of the Society in 1947-8. 


He was also active in many other business organizations and 
had been president of the Alberta branch of the Canadian Manu- 
facturers’ Association and third vice-president of the Chamber of 
Commerce. 


The S.1.C.A. of Canada joins with the Edmonton Chapter in 
extending deepest sympathy to Mr. Tupper’s family in their loss. 
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Medal Winners... 





Marcel Blais "es a Taylor a P. J.F . Walsh 


The Society announces with pleasure the winners of the two na- 
tional awards for high achievement in the final examinations. 

The H. M. Hetherington Gold Medal, given for the highest marks 
in the Advanced Cost Accounting examination across Canada, was won 
this year by C. J. Taylor of London, Ontario. Mr. Taylor was also the 
winner of the A. G. Howey Medal for the highest standing in Ontario 
in this subject. 

Two students tied for the D. R. Harrison Gold Medal, awarded for 
the highest marks in Canada on the Fundamentals of Cost Accounting 
examination: Marcel Blais of Shawinigan Falls, Quebec, and P. J. F. 
Walsh of Cooksville, Ontario. The H. P. Wright Gold Medal for the 
highest standing in Ontario in this subject, was also won by Mr. Walsh. 

Mr. Taylor is a cost accountant with Vanadium-Alloys Steel Canada 
Ltd., and has also been employed in the accounting departments of 
Spramotor Ltd. and Kelvinator of Canada Ltd. He commenced the 
R.LA. courses immediately after graduating from the H. B. Beal 
Commercial High School. 

A native of Shawinigan Falls, Mr. Blais joined the accounting staff 
of the Aluminum Company of Canada in 1948. Following a series of 
promotions, he was recently appointed supervisor of the General 
Accounting Office of the Shawinigan Fabricating Works. 

Mr. Walsh is a cost analyst in the accounting department of Ford of 
Oakville. Since he emigrated from England in 1951, where he was 
employed with a firm of chartered accountants, he has held positions 
with A. V. Roe Canada Ltd., and Orenda Engines Ltd., as a supervisor 
in the cost department. 
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For every executive in your firm whose letters must bring in 
the business . . 





The IBM “Executive” Electric... 


the one and only typewriter with “proportional spacing” 
to give you the world’s most distinguished letters! 
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out, and to boost company pres- 
tige. The IBM “Executive” is the 
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C. & M. Round-Up... 


LOOKING AHEAD 

Direct reduction of iron ore is a possibility. Dreamed of for centuries 
by metallurgists, there are now two processes close to commercialization. 
Lower capital costs (50% saving) through elimination of blast furnaces and 
coking ovens, and independence of the scrap market are chief advantages. 

—o—o— 

Trading stamps are not making much headway in Canada. Two super- 
markets in the Ottawa district have discontinued their stamp lyri recently. 
A good deal of controversy has arisen over the introduction of this gimmick 
in retailing. It is fairly widespread. 

The 8 mm movie camera field is one of the fastest growing markets; 
800,000 of them will be sold this year. New developments include a lens 
that adjusts itself automatically to light conditions. 

Immigration this year will be the highest since 1913. 175,000 immi- 
grants were admitted to Canada in the first half and about 100,000 more 
will arrive in the last half of the year. 

New vending machine will be able to handle paper money. Will be 
on the market in two years. 


By N. R. Barroor, R.I.A. 


OF GENERAL INTEREST 
Inflation 

Prices are again on the move. There are suggestions that cost of living 
indexes be applied to Workmen’s Compensation, Sickness and Unemploy- 
ment Insurance plans in the U.S. 

There is a feeling even in academic circles that we are in a period of 
permanent inflation and that prices will move up continuously for some 
time by 2 to 3% each year. 

Supply and demand inflation or price inflation through competitive 
bidding for materials and manpower seems to be less the case than the cost 
inflation of wages pushing up prices. 

The serious part of this inflation picture is that once the trend is 
accepted as a normal part of the national scene and business decisions are 
made with that in mind, inflation doesn’t creep but runs. 

Deflationary forces are excess capacity in many industries and new job 
applicants which could lessen the power of labour to force wage increases. 
ECONOMIC PLATEAU 

Certain of the indications available suggest 4 levelling off in the 
economy. They are a bit mixed and erratic from month to month, but here 
they are and you can draw your own conclusions. 

Industrial production rate index has been showing small declines each 
month but still above ’56. 

Housing of course, has fallen behind badly. 

Electrical manufacturers output is running below last year levels. 
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Excess capacity is evident in many industries, and particularly in the 
extractive and refining. This means a slowdown in capital spending while 
the idle plant situation is corrected. 

Unemployment is higher and predictions are that it will be more so as 
we move into the winter. 

None of these factors suggest that the Canadian economy is not strong 
or that the expansion and development period is over. 

—o—o— 


POWER OF THE ADMEN 

A relatively new and extremely powerful force in the commercial world 
is the advertising agency. 

In the U.S.A. $60 per year for every man, woman and child is being 
spent on product promotion. 

The agencies now employ professional sociologists and psychiatrists to 
probe the surface and subconscious desires and feelings of John Q. Citizen. 

There is an Institute for Motivational Research which conducts psycho- 
logical studies for marketers and ad agencies. 

The results of such research are the modern TV, radio and written 
commercials which first of all makes us discontented with what we already 
have (known as creating psychological absolescence). Step two is to create 
an image around the new product related to our desires. Broadcast this 
wholesale and you have a new product in the hands of the consumer. A 
new product which is probably intrinsically no better than the previous 
model or brand. 

In any case, this trading on the restlessness and inherent dissatisfaction 
of the North American Homo Sapiens has pushed G.N.P.’s to astronomical 
limits. 

ON THE PERSONAL SIDE 

Canadians bought 2.6 billion in life insurance in the first six months of 

this year. 33% higher than the same period last year. 


Here is your average per capita spending a week on various categories 
of food: 


Be INE cicsiionestsnienrasacetiieninncaniininienimn at 
NIE: ssclckishatinnisiahihpastaineaiinsiyieidcitnamaiinlnaideut .26 
UNE DIR CIID siiensinsincsceseivessecsciscrionees .67 
NE -sisiinsebiick cian Aaieitiamsiaincniianiesahadibiaibenied 1.80 
AE II ccssssniininnsennsiasonaiesneesniiananneningln 57 
PORES BI POCORN ES .cecciecesisceersesessseiens 1.10 
I Sits cassinisnistcicsiiesheannisoninnsiningtatiti .62 
Cn ee meen $5.57 


Social Security too costly. Social security benefits payments in the U.S. 
have overtaken receipts. It is a thought-provoking situation. Perhaps the 
sum total of all the security for old age and infirmity, State planned hos- 
pitalization, etc. cannot be carried by the working force of the country. 
There is a limit to the bearable load on the taxpayer. 

There is one car for every 5.1 people in Canada to-day, compared to 1 
car for every 10 in 1947. Total passenger car population 3.2 million. 
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...Or are you sure of ‘land- 
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pendence and contentment? 
Call your local SUN LIFE 
agent today, and he will be 
glad to tell you about SUN 
LIFE insurance and pension 
plans. 
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PERSONALS 


Blair Pitcairn, R.I.A., has re- 
ceived the appointment of Assis- 
tant General Manager of North 
Star Oil Limited, Winnipeg. Mr. 
Pitcairn was formerly Operations 
Manager of the company. 


L. J. Smitten, a Director of the 
Toronto Chapter, has been ap- 
pointed Controller of General 
Foods, Limited. He was formerly 
Manager, Budget and Analysis, of 
the company. 


Harold H. Matthews has been 
appointed Business Manager of 
the Vancouver branch of White 
Motors. 


R. H. A. Humphries, R.I.A., for- 
mer chairman of the Vancouver 
Chapter has been promoted to the 
position of Accountant in Charge 
of Construction of the Terminal 
Construction Co. Ltd., Montreal. 


J. Robert Neal, B.Com., C.A., has 
been named Controller of the 
Parts and Accessories Division of 
Ford of Canada. Mr. Neal, a stu- 
dent member of the Toronto Chap- 
ter, was previously Assistant Divi- 
sional Controller of the Division. 
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Application of Regression Methods 
to Cost Analysis... 


By Louis L. MILLER, 


Assistant Secretary, 
Acacia Mutual Life Insurance Co., 
Washington, D.C. 


In this author’s estimate, statistical methods of measuring costs compare 

favorably with conventional methods of analysis and, in many operations, 

are less costly to apply. In this article he gives examples of how re- 

gression methods may be used to solve several cost analysis problems. 
[orp KELVIN, one of the great scientific minds of the 19th century, 

said, “When you can measure what you are speaking about and 
express it in numbers, you know something about it, but when you 
cannot measure it, when you cannot express it in numbers, your knowl- 
edge is of a meagre and unsatisfactory kind.” Since cost accounting is 
primarily concerned with measurement processes, the above quotation 
causes one to pause and ask whether we are employing the best measure- 
ment devices available or whether we are guilty, in some instances, of 
substituting arbitrary estimates for measured facts. 

For example, many plants today, manufacturing multiple lines of 
products are using uniform rates in the application of burden to product 
cost. In such cases, burden may be applied as a uniform percentage of 
direct labour cost, or on some other similar basis. Such a method raises 
two questions. In the first place, are we justified in assuming that direct 
labour cost is an appropriate basis for burden absorption? Perhaps it 
is related, to some degree, to the amount of burden incurred but are 
there other factors which should be considered? 

Consider two departments which are widely different in their 
composition. One is an assembly operation requiring a relatively large 
amount of direct labour. The second is highly automized. It may well 
be that the burden incurred on behalf of both departments is the same, 
yet the burden absorbed would be very different if labour alone were 
the base and a uniform rate of application employed. 

The second question is whether there is reason to use the same 
burden rate in both departments, assuming that it is known that labour 
is a proper base for burden absorption. To the degree that we base 
product cost on erroneous assumptions we are not measuring costs but 
estimating them instead. 

Regression As A Cost Measurement Tool 

It is hoped that the method of measurement presented in this paper 
will be found both interesting and of practical value in the solution of 
7. Space will not permit a complete outline of the theory and application of linear or multiple 

regression. A clear outline of the method can be found in Appendix C, Statistical Methods, 


Third Edition, F. C. Mills, Henry Holt & Co. as well as in almost any other standard textbook on 


statistical methods. 

2. The complete correlation process, including the establishment of average relationships between 
two variables by regression, also includes the additional steps of determining the degree of 
relationship between the variables and the significance of such relationships. Regression, there- 
fore, is only that part of the correlation process which determines an average relationship by 
mathematical means. Regression is a mathematical process by which the relationships between 
several independent variables and a dependent variable may be determined if such a relationship 
exists. 
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APPLICATION OF REGRESSION METHODS TO COST ANALYSIS 


such problems. The method to be discussed is a statistical process 
known as linear or multiple regression.' It is a mathematical method 
for determination of the best average relationship which exists between 
a dependent variable and one or more independent variables, Regression 
is a part of the statistical process of correlation... A hypothetical 
example is, perhaps, the best means of illustrating what is meant by 
regression and how it works. The example will demonstrate the ability 
of regression to find a solution to a certain kind of cost problem. 

Let us assume that in a given plant, three products, A, B and C, are 
being manufactured. In the table following, the volume of each of 
these three products produced during each of six consecutive months 
are shown in columns 2, 3, and 4. Column 1 shows the total plant 
burden expense for the individual months. The problem is to deter- 
mine how much of the total monthly burden cost was incurred on behalf 
of each of the three products. 


TABLE | 
Month Monthly Number of Units of Products Manufactured 
Factory Product A Product B Product C 
Burden 
1 $134,800 10,000 400 25,000 
2 133,200 11,000 600 22,000 
3 121,400 12,000 700 16,000 
4 110,000 9,000 800 17,000 
5 107,800 10,000 900 14,000 
6 99,600 8,000 800 15,000 
TOTAL 707,400 60,000 4,200 109,000 


Application of Method To A Specific Problem 
The end product of linear regression will be an equation of the type 


(1) X, = a-+ bX, + cX, + dX, 
where, in the example, a — fixed monthly burden, b, c, and d are 
variable unit burdens for products A, B, and C, and: 
X, = total burden in a given month 
X, = the quantity of product A manufactured in a month 
X, = the quantity of product B manufactured in a month 
X, = the quantity of product C manufactured in a month 


If we can find appropriate values for a, b, c and d, to put into the 
above equation along with the monthly quantities of products A, B, and 
C, we will have an equation which will give the best possible estimate of 
the total burden cost for a given month. This will be true only if there 
actually is a relationship between the monthly volumes of the individual 
products and the total factory burden. In arrivifig at values to insert 
in the above equation we must solve four “normal equations” of the 
general type set out below. 

I X, =Na + bX, + c3X, + dsxX, 
I X,X, = ayX, + by X*, + ec 3X,X, + dyX,X, 
Til X,X, = a¥X, + byX,X,+ cyX*, + dSX,X, 
IV X,X, = a>X, + b>X,X, + c>X,X, + d5x?, 
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For those not familiar with statistical symbolism, $ means “the sum 
of”, so that S$ X,X., for example, means the sum of the products of the 
individual monthly values of X, and X,. 

A tabulation of the functions in the four normal equations indicates 
that we need the following functions computed from the data in 
Table I. Values computed for each function from data in Table I are 
also shown. 

N=6 >X,X, = 7,140.200  yX*,— 610.000 

>X, = 707.400 >X,X,— 484.000 yX*,— 3.100 

>X, = 60.000 >X,X, = 13,126.200  SX?*, = 2075.000 


3X,— 4200 SX.X,— 41.600 
SX,— 109.000  SX,X,— 1,097.000 
3X,X,— 72.600 


When these functions are substituted into the normal equations, 
and the normal equations are solved simultaneously, the following 
values are obtained for the constants, a, b, c and d. 

a = $5,000 ec = $12.00 
b = $5.00 d = $3.00 

The estimating equation for total monthly burden cost becomes, 

X, = $5,000 + $5.00 X, + $12.00 X, + $3.00 X, 

If we substitute the monthly quantities of A, B and C produced, as 
shown in Table I, in the estimating equation, we will obtain a value of 
X, (estimated total monthly burden) for the individual months as 
shown in Table II. Columns 1, 2 and 3 of Table II show the burden 
values for products A, B and C, respectively, for each of the six months. 
Column 4 shows the constant burden figure of $5,000 per month. 
Column 5 shows the total factory burden which agrees exactly with the 
total burden figures in column 1 of Table I. The result of the regression 
process has been to break down the total factory burden into the parts 
generated by each of the products. 


TABLE Il 
COMPUTATION OF MONTHLY FACTORY BURDEN FROM ESTIMATING 
EQUATION 
COLUMN 1 COLUMN 2 
Month PRODUCT A PRODUCT B 
Number’ Unit Total Number Unit Total 
Units Burden Burden Units Burden Burden 
1 10,000 $5.00 $ 50,000 400 $12.00 $ 4,800 
2 11,000 5.00 55,000 600 12.00 7,200 
3 12,000 5.00 60,000 700 12.00 8,400 
4 9,000 5.00 45,000 800 12.00 9,600 
5 10,000 5.00 50,000 900 12.00 10,800 
6 8,000 5.00 40,000 800 12.00 __9;600 
TOTAL 60,000 300,000 4,200 $50,400 
COLUMN 3 
Month PRODUCT C COLUMN 4 COLUMN 5 
Number Unit Total Fixed Burden Total Factory 
Units Burden Burden (Factor A) Burden 
1 $ 25,000 $3.00 $ 75,000 $ 5,000 $134,800 


22,000 3.00 66,000 5,000 133,200 











—-s — — = 1 
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3 16,000 3.00 48,000 5,000 121,400 
4 17,000 3.00 51,000 5,000 110,600 
5 14,000 3.00 42,000 5,000 107,800 
6 15,000 3.00 45,000 5,000 99,600 
TOTAL 109,000 $327,000 30,000 707,400 


Application of the unit burden rates of $5, $12, and $3 for products 
A, B and C, respectively, to product cost would leave $5,000 of burden 
unabsorbed each month. In practice the fixed burden should be allo- 
cated to each unit of the three products proportionately. If we assume 
that the volume of production of the three products during the six 
months represents “normal” volume for each, then the $60,000 fixed 
burden would be allocated as follows: 


Percent 
Total Burden Product A ...... $300,000 44.287 
Total Burden Product B ...... 50,400 7.440 
Total Burden Product C ...... 327,000 48.273 





$677,400 100.000 


SSS — 
$30,000 < .44287 — $13,286.10 -- 60,000 — $.220 
$30,000 X 07440 — 2,232.00-- 4,200 — $.531 
$30,000 X .48273 — 14,481.90 -- 109,000 — $.133 

"$30,000.00 


The unit burden rates for 100% absorption at “normal” volume 
would be: 
Product A: $ 5.00 + $220 — $ 5.220 
Product B: $12.00 + $.531 — $12.531 
Product C: $ 3.00 + $.133 = $ 3.133 


It must be confessed that the example was “rigged”. The total 
monthly burden was computed by using burden rates of $5, $12, and $3 
per unit for the three products and the fixed monthly burden of 
$5,000 was also assumed. This, however, is not a cardinal sin because 
by “rigging” the example we can clearly see how linear regression has 
the ability to discriminate between, and measure the forces exerted by, 
several variables in producing a composite total when, in fact, such 
forces are exerted by each of the independent variables considered. In 
actual practice we will, of course, never find a clean cut situation where 
the total burden incurred will be exactly accounted for by application 
of a fixed unit burden rate to the number of units of products produced. 


Burden cannot be so perfectly controlled. Jn the solution of an 
actual problem we would, accordingly, expect that the estimating 
equation would rarely, if ever, exactly account for the total burden 
incurred in any given month. A residual (positive or negative) would 
be expected. Importantly enough, however, the residual is a measure 
of the efficiency of control of burden with respect to formula which 
can be regarded as a standard. 
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In the kind of an example cited, the major objective was to find the 
effect of each of the three commodities on generation of total burden. 
From this, it will be possible to determine whether, for example, a 
uniform burden rate for all products based on, say direct labour, is 
appropriate, although space does not permit an illustration of how this 
may be done. 


At this point we have learned that there is a standard or unit 
burden for each product in the example. We are also interested in 
learning the source of these unit burden costs for each of the products. 
To do this we would proceed in the same manner as before except, in 
this process, we would determine the relationship between the total 
monthly product burden and such elements of burden as indirect 
labour, rent, utilities, supplies. The result, however, would be an 
estimating equation which will break down the standard unit burden 
into the portions arising from each of the appropriate sources just 
mentioned, 

It is clear, however, that this kind of approach may well disclose 
that the origin of burden costs and the amount of burden per unit of 
each product, varies widely from the amounts which would be allocated 
under arbitrary assumptions. 


Outline of Results Achieved In An Actual Situation 


It will, perhaps, clarify the principles involved in the use of linear 
regression to present the results of analysis of an actual cost problem. 
In this instance there were 60 branch sales office operations, all per- 
forming the same class of functions, but in varying proportions. The 
size of the individual operations differed materially. The problem in 
this case was to determine a standard cost of operations based on 
workload factors. 

Prior to the study, only one factor had been used as a criterion, 
and this factor had been chosen arbitrarily. It was meaningless and 
ineffective and had been disregarded by management for some time 
prior to commencement of the analysis. 

After a preliminary review of the problem it was determined that 
there were seven measurable factors that logically could be expected 
to generate workload and operating cost. These seven factors were put 
into a regression analysis as independent variables to determine the 
relationship of each to the operating cost of each branch. This required 
the solution of seven normal equations of the type, 


X, = a + bX, + cX, + dX, + eX, + £X, + @X, 


When the values of a, b, c, d, e, f, and g were determined it was 
found that four of the factors were not significant, i.e., did not con- 
tribute significantly to total cost. These four factors were eliminated 
and the analysis was rerun using only the three significant factors 
remaining. The resulting estimating equation was, 
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(Branch Office Cost) X, — $3,005.00 + $16.31 per unit of factor I + 
$.46 per unit of factor II + 
$.45 per unit of factor III 
Columns 1 and 2 of Table III following show the values computed 
by the regression equation, and the actual costs for 15 of the 60 
branches. Column 3 shows the difference between actual cost and the 
standard or permissible cost computed by the regression equation. 


TABLE IIl 
Costs Computed 
By Regression Actual Over (+) 
Branch Equation Actual Or Under (—) 
Number (Permissible) Costs Permissible 
1 $15,211 $13,725 —$1,486 
2 7,743 10,721 + 2,978 
3 12,746 8,250 — 4,496 
4 23,099 21,662 — 1,437 
5 17,018 16,225 — 798 
6 TSE7 17,601 + 2,424 
7 15,982 14,762 — 1,220 
8 31,997 50,182 +18,185 
9 11,700 13,575 + 1,875 
10 13,069 10,957 — 2,112 
1] 10,708 9,757 — 951 
12 9,666 10,612 + 946 
13 5,125 6,100 + 975 
14 13,044 13,953 + 909 
15 16,573 15,960 — 613 


Isolation of Magnitudes and Sources of Workload Variation 

Although all of the 60 branches were engaged in performing the 
same general functions, there were found to be differences in operating 
costs due to such things as average size of sale, collection expenses, 
account service cost, etc. These workload cost variations were recog- 
nized by the regression formula. To determine how much these 
variable factors affected cost, we need only determine average unit 
costs, apply these averages to the volumes of functions performed in 
each branch, and compare the average costs with the permissible costs 
determined from the regression equation, which takes into account 
the workload and cost variations arising out of variations in average 
size sales, collection expense, etc. The permissible and average costs 
and the difference between the two for the 15 branches are shown in 
Table IV following. The difference column is the important one. It 
reflects variation in sales cost which arise out of the character of the 
market being served. In the case of this actual example, regression 
analysis has made it possible to break down the difference between 
actual and average cost of operating a sales branch into two components 
which form the basis for important management decisions. The differ- 
ence between actual and permissible cost must be considered as varia- 
tions that are controllable, in the usual sense. This difference is an 
index of the efficiency of cost control, or, perhaps, when actual is far 
below permissible, it represents a “starvation”, or neglect, of the branch. 
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The difference between permissible cost and average cost is a difference 
which arises out of characteristics of the market being served. It may or 
may not be a difference that is controllable. If a better clientele exists 
in the market area than that which is being currently served, this differ. 
ence represents a managerial weakness in that the best available clien- 
tele has not been cultivated. It may be, however, that the particular 
operation is being carried on in a low grade market. In this case, 
reduction of sales costs represented by the difference between per- 
missible and average costs is out of the question. Management must, 
therefore, face up to the problem of whether it is wise to continue the 
particular sales branch or whether an equivalent expenditure of money 
should be spent in a more favorable market area. 


TABLE IV 

Permissible Average Permissible Over (+) 

Branch Cost Cost Or Under (—) Average 
1 $15,211 $13,978 +$1,233 
2 7,743 7,134 + 609 
3 12,746 12,191 “+> (S50 
4 23,099 23,052 a 47 
5 17,018 11,754 + 5,264 
6 15,177 16,485 — 1,308 
‘ 15,982 13,423 + 2.559 
8 ’ 31,997 37,584 — 5,587 
9 11,700 11,074 + 626 
10 13,069 11,219 + 1,850 
1] 10,708 9,316 + 1,392 
12 9,666 9,053 + 613 
13 5,125 4,783 + 342 
14 13,044 12,354 + 690 
15 16,573 16,735 — 162 


The foregoing example illustrates the important fact that regression 
analysis can be employed profitably in many cost analysis problems, 
particularly those which require the analysis of several factors at one 
time. It provides a degree of accuracy far surpassing “rough and 
ready” methods or arbitrary judgment. To the degree that it improves 
the ability to measure things as they actually exist, it produces a 
corresponding improvement in the quality and usefulness of cost 
accounting as a management tool. 


Application of the Regression Method to Individual Cost Elements 

The story has not yet been fully told. Obviously, even more 
useful information can be obtained if the actual classification of ex- 
penditures in each sales branch office is analyzed by linear regression 
to determine the factors which control each cost element. This was 
done in the actual problem now being discussed. The accounting 
classification of expenses in the branch offices were as follows: 


salaries telegrams 
rent toll calls 
postage miscellaneous 


telephone exchange service 
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Each of the foregoing accounts, for each of the 60 branches, was 
analyzed by linear regression to determine estimating equations based 
on appropriate workload factors, Due to variations in rental rates and 
salary scales by geographical areas, it was deemed inadvisable to 
develop estimating equations on a dollar basis for salaries and rent. 
Accordingly, equations were developed to estimate the numbers of 
clerical personnel required and the square footage of space needed. 
Table V shows the amounts computed by the several estimating equa- 
tions for each of the cost elements for the 15 branches cited previously. 
The total of these individual cost elements for each branch are shown 
in column 7. In arriving at the cost for clerical personnel and rent, 
company-wide average clerical salary rates and rental rates per square 
foot were used., 


TABLE V 


Clerical Telephone Telegrams Miscell. Total Cost 
Branch Rent Personnel Exchange Postage andTolls Expense by Formula 


] $3,848 $ 9,546 $ 716 $ 431 $182 $218 $14,941 
2 2,674 4,773 407 232 101 121 8,308 
3 3,782 7,643 670 385 156 187 12,823 
4 6,032 15,037 1,248 902 290 348 23,857 
5 3,880 10,513 633 375 193 231 15,825 
6 4,402 9,546 932 616 194 233 15,923 
7 4,076 10,264 703 383 193 231 15,850 
8 7,337 21,744 1,707 1,527 391 470 33,176 
9 3,685 7,175 583 349 147 Eee 12,166 
10 3,456 8,610 586 333 162 195 13,342 
1] 3,456 6,208 539 271 131 157 10,762 
12 2,869 5,740 496 313 118 141 9,677 
13 2,837 2,402 276 68 70 84 5,737 
14 3,880 9,078 731 467 177 212 14,545 
15 4,793 11,231 922 559 219 263 17,987 


Table VI following shows a comparison between permissible and 
average cost, as computed previously and shown in Table IV, with the 
allowable costs computed from the several estimating equations (one 
for each cost element). Costs computed by the several individual cost 
formulae will, hereafter, be referred to as cost computed by the “direct 
method”. 


TABLE VI 
Allowable 

Permissible Average Cost (Direct Actual Less 

Branch Cost Cost Method) Actual Allowable 
1 $15,211 $13,978 $14,941 $13,725 —$1,216 
2 7,743 7,134 8,308 10,721 2,413 
3 12,746 12,191 12,823 8,250 — 4,573 
4 23,099 23,052 23,857 “21,662 — 2,193 
5 17,018 11,754 15,825 16,225 400 
6 16,007 16,485 15,923 17,601 1,678 
a 15,982 13,423 15,850 14,762 — 1,088 
8 31,997 37,584 33,176 50,182 17,006 
9 11,700 11,074 12,166 13,575 1,409 
10 13,069 11,219 13,342 10,957 — 2,385 


1. It is a distinct advantage of the method of regression that the variables need not be in like units. 
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11 10,708 9,316 10,762 9,757 — 1,005 
12 9,666 9,053 9,677 10,612 935 
13 5,125 4,783 5,737 6,100 363 
14 13,044 12,354 14,545 13,953 — 592 
15 16,573 16,735 17,987 15,960 — 2,027 


It will be seen that there is very close agreement between per- 
missible costs and those computed by the direct method. It should be 
stated at this point that for cost control purposes, the direct method 
gives the most accurate estimate of costs which should be allowed, since 
study of the individual elements, rather than totals, permits greater 
flexibility to the regression process and therefore, results in greater 
precision of measurement. An additional advantage is that the direct 
method permits a much greater degree of detail in the analysis of cost 
variances. This means better cost control is possible. In Table VI it 
will be noticed that there is an extreme variation between actual cost 
for branch 8 and the cost allowance computed by the direct method. 
Table VII illustrates the analysis of the cost variance for this sales 
branch, based on standards (allowable cost) computed by the direct 
method. 


Analysis of Cost Variance 
TABLE VII 


An Example of Method of Analysis of Variation of Branch Office Expense 
From Allowances Computed by Formulae 


T Dotal Aetmal Got: 6c ssc ccna $50,182 
Total by Formulae ............. 33,176 
Total Variance ................ $17,006 
II Breakdown of ACTUAL FORMULA VARIANCE 
Total Variance 
ITEM 
OG a eee eee $12,574 $ 7,337 $ 5,237 
Clerical Salaries ................ 32,477 21,744 10,733 
Telephone Service .............. 2,602 1,707 895 
PME cicnri's io wieweiot 1,261 1,527 — 266 
Toll Calls—Telegrams .......... 270 391 —121 
RS OSS a ae 998 470 528 
MNEs oe. pencebeas tees $50,182 $33,176 $17,006 
III Analysis of Rent Variance 
Percentage 
Area At Lease At Co’y of Square 
(sq. ft.) Rate Norm Footage 
a. Total under lease ............ 3,125 $12,574 $10,188 100% 
b. Space required by formula 
(including provision for 
branch growth—basis of 
Re eee 2,670 10,680 8,704 85.4 
c. Lease variance (departure 
from normal requirement) ... 455 1,894 1,484 14.6 
d. Space required by present 
oe eS ee 2,240 8,960 7,337 71.7 
e. Utilization variance 
Item b—Item d .............. 430 1,720 1,367 13.7 
f. Total variance at lease rate ... 885 3,614 2,851 28.3 
g. Rental rate variance .......... soa 1,623 ye 
h. Total rental cost variance ..... rcp 5,237 | ee 
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IV Clerical Personnel 
ACTUAL FORMULA VARIANCE 


a, Clerical Salaries .....:....600.... $32,477 $21,744.00 $10,733 
b. Number persons employed ...... 10.5 6.97 3.53 
Os AIVORAGB FALC: ogo c ceca cceers 3,093.05 3,119.66 —26.61 
d. Variance due to rate 

(10.5 x —$26.61) ............... ee aoe —279.00 


. Variance due to numbers 

of personnel 

(SAG SS0IN6G6)) oo ccs casein. SADy eae 11,012.00 
f; “NGbawananGe< 2)... 5 6/66.2ecbescwenas actahs orks 10,733.00 

The analysis of cost variance illustrated is conventional, with the 

exception that the cost standards employed were arrived at by regression 
methods. The observant reader will perhaps have decided that the 
regression method produces standards which are the result of applying 
an averaging process to existing cost levels, be they good, bad, or in- 
different. Thus the standards arrived at by this process are not 
necessarily appropriate standards. This is true—but not as serious as it 
sounds. For example, among the 60 sales branches studies, substantial 
variations were disclosed between actual and allowable cost. These 
variations were both above and below standard. Those operations that 
are successfully performing their functions at less than standard cost, 
become the models for adjustment of the factors in the estimating 
equation to bring the company-wide standard in line with appropriate 
levels. 


@ 


It can also be stated that the use of conventional methods engineer- 
ing techniques will arrive at similar but better results. This is a valid 
argument. The author believes, however, that the difference in results 
between the two methods is too small to justify the difference in the 
cost of standards development in non-repetitive functions such as those 
involved in clerical operations. This belief is founded upon the highly 
satisfactory results achieved during the past two years in the actual use 
of standards established by the regression process. 
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Accounting System for a Folding 


Carton Company... 
By Joun R. McPHEE, 


Managing Director and Secretary-Treasurer, 
Dover Industries Limited, 
Hamilton, Ontario 


Formulating an operating plan and following it at all times through the 
wise use of cost accounting, adequate control and intelligent statements, 
reports and analyses is essential to the good conduct of any business. In 
this article the author describes how these principles are incorporated 
into the accounting system of his company, a medium-sized company 
manufacturing folding paper cartons. 

FoLpine cartons have become so much a part of our everyday life 

that we tend to take them for granted, like electricity or running 
water, without considering how much effort went into making them 
everywhere available, at any time. Every day most Canadians have 
their hands on a folding carton—or folding paper box as it is some- 
times called. Perhaps it contains breakfast cereal or cigarettes, soap or 
cake mix. 

The folding carton, besides being an effective advertising medium, 
is a guardian of its contents, protecting against breakage, spoilage, 
contamination, and many other hazards, enroute from the manu- 
facturer to the consumer’s shelf. 


Processing the Product 

The key process in the manufacture of folding cartons is cutting 
and creasing. In this process the sheets of paperboard are cut to the 
shape of the carton desired and creases are made where the carton is to 
be folded. In some instances this is the sole operation, as unprinted 
folding cartons of a style which does not require glueing are reproduced 
from sheets of board and shipped to the customer without further 
treatment. Normally the cutting and creasing follow the printing and 
precede the glueing. 

The initial step is preparation of a layout. Once the layout 
(which determines the arrangement of the cartons on a sheet of board) 
is determined and approved, the raw materials and printing plates are 
ordered. Work is also begun on a cutting and creasing die. 

If the folding carton design calls for more than simple copy, which 
can be set from type, an engraving or master plate is necessary. 
Engravings can be used as printing plates, but if a large quantity 
of folding boxes is required—or if there is any possibility of additional 
quantities being purchased in the future—the engraving should be 
duplicated in the form of an electrotype, which is a less expensive copy. 
The engraving can then be retained as the master plate without being 
subjected to the wear and tear of printing. 

When the paperboard ink and electrotypes have arrived at the 
plant, the folding carton manufacturing process is ready to begin. 
Skilled pressmen place the electrotypes on the printing press accurately, 
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so that they will register perfectly with the die on the cutter and 
creaser, and with the electrotype of the next colour to be applied. The 
sheets of paperboard are then run through the press and printed. Next, 
the printed sheets are processed through the cutting and creasing 
machine, where the cartons are formed into the required shape. The 
carton is then waxed, if necessary, as in the case of cartons for ice cream 
bricks. 

The final operation is to glue the cartons and pack them in corru- 
gated cases for shipment. 


Practically all of the cartons are manufactured to the customer’s 
specifications. For this reason we find that job cost accounting is the 
most suitable for this type of operation. The following is a description 
of a job cost system used by a medium-sized company manufacturing 
folding cartons. 


Type of Cost System 

Various types of cost systems or adaptations of them will no doubt 
work equally well in a folding carton industry. We shall deal here 
with a job cost system which will produce accurate costs with a mini- 
mum of clerical work. Raw materials are priced at average laid-down 
costs. There is no cost or factory ledger and therefore all accounts are 
kept in the general ledger. 

When an order has been obtained, it is first passed to the credit 
department for approval of credit. Then it is scrutinized by the order 
department to ascertain that all specifications are complete to the last 
detail and not ambiguous. A production order (Exhibit “B”) is then 
prepared, with all the specifications necessary for manufacturing and 
accounting purposes. Eight copies are made and issued as follows: 


Acceptance of order which is mailed to the customer. 
Salesman’s copy. 

Production order which is attached to docket. 

Office copy which is used for invoicing, etc. 

Copy of production order which is kept by production manager. 
Shipper’s copy. 

Finishing department copy. 

Production scheduling copy. 

The production order, which has been attached to a large kraft 
envelope called a docket, is then passed on to the production planner 
where the order is scheduled and any necessary material requisitions 
are made out. These requisitions are then passed_on to the purchasing 
agent. At this stage, it may be necessary to prepare or change drawings 
of the printing and to order engravings or electroplates to provide a 
complete set of printing plates. 


PHSrFePrrrPr 


The order is then ready to go into production, as and when 
scheduled, dependent of course upon the delivery of any special 
materials which have been ordered. 
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When the order is completed, it is passed to the shipping depart- 
ment, where it is either placed in storage or shipped to the customer, 
depending on the required delivery date. 

When it is to be shipped, the shipper prepares the bill of lading 
and labels from instructions on his copy of the production order. A 
copy of the bill of lading is then forwarded to the invoicing depart- 
ment, where the necessary invoices are prepared and mailed to the 
customer, 


Purchasing 

A book of requisition forms is placed in the hands of each foreman 
or other person authorized to requisition purchases. The forms are 
made out in duplicate, one copy remaining with the requisitioner and 
the original being sent to the purchasing department after being 
approved by the superintendent or production manager. The requisition 
form is very similar to the purchase order and this facilitates typing of 
the purchase order. 

A purchase order (Exhibit “A”) is then typed from the approved 
requisition. Purchase orders are made out in quintriplicate and are 
issued as follows: 

1. Supplier’s copy. 

2. Office copy which is filed numerically. 

3. Receiver’s copy No. 1 which is returned to office on receipt of 

goods. 

4. Receiver’s copy No. 2 which is kept permanently by receiver. 

5. Requisitioner’s copy, which is given to requisitioner in order 

that he will know that the goods are on order. 


Receipt of Raw Materials 

A perpetual inventory is kept on all items of raw materials. The 
raw materials arriving from the various suppliers are accepted by the 
shipping and receiving department. The receiver checks the goods 
received with a copy of the purchase order. When he is satisfied that 
the materials are as ordered, a receiving memo is prepared in duplicate 
showing the date received, quantity or weight and type of goods re- 
ceived. This receiving memo is actually a copy of the purchase order 
which was sent to the receiver in duplicate when the goods were 
ordered. A copy of this receiving memo is sent to the accounting 
department. 

When the supplier’s invoice is received, the invoice is stapled to the 
combined receiving slip and purchase order which was returned by the 
receiver. After verification of the invoice, the quantities are then 
entered on the perpetual inventory cards. 


Cost Accounting 
In this job cost system a production cost summary (Exhibit “C”) 
is made out for each job. Entries for material, labour and overhead are 
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posted to this summary sheet. These summaries form the work in 
process ledger and are controlled by the labour and overhead in pro- 
cess control account in the general ledger, which is posted from sum- 
maries of the charges to individual cost summaries. 

Material records are maintained on perpetual inventory cards. The 
records are controlled by a raw material inventory control account in 
the general ledger. Postings are made to this account from the summary 
of materials used and from the voucher register. Manufacturing ex- 
pense accounts, including labour, are classified in the general ledger. 


Most jobs are made to customer’s order and are therefore trans- 
ferred directly from work in process to cost of goods sold. There are 
some items which are put into stock to be shipped at a later date and 
these are transferred from work in process to a finished goods account 
until shipped. The record of finished goods is also kept on the same 
type of cards as the raw materials. 

A machine hour rate for each machine is used as a basis for charg- 
ing manufacturing expenses other than material to the production cost 
summary. The machine hour rate is the cost of operating a machine 
for one hour under normal conditions. The number of hours spent by 
each machine on a certain job is ascertained from the time cards and 
posted to the production cost summary daily. At the end of the month, 
the total manufacturing expense on the above basis is debited to the 
labour and overhead in process account and credited to applied manu- 
facturing expense from a summary of the production cost summaries. 

On completion of an order, selling and administrative costs are 
charged to the production cost summary on the basis of a percentage of 
all material and manufacturing costs. The freight costs are charged to 
the production costs summary if the order has been shipped prepaid. 

Now all the costs applicable to the order have been charged and 
the cost per thousand cartons can be arrived at. The profit per thousand 
and the percentage of profit are also noted on the production cost 
summary. 


Direct Material Accounting and Control 

All stock received is kept in the storeroom and is issued on receipt 
of properly authorized requisitions. Bin record cards are kept, show- 
ing quantities received and issued. 

When special materials are required for customers’ orders, purchase 
requisitions are made out by the production department. As standard 
materials get down to minimum levels, purchase. requisitions are issued 
by the stock control clerk for the quantities to be ordered. These 
requisitions are made out in duplicate, with one copy being passed on 
to the purchasing department. 

Purchase orders are then made up in quintuplicate, one copy of 
which is sent to the clerk requisitioning the materials. When the 
material is received, checked and entered on the receiver’s copies of the 
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purchase order, one of the receiver’s copies is passed on to the pur- 
chasing department. When the invoices arrive in the purchasing depart- 
ment they are verified and the receiver’s copy of the purchase order is 
attached to the customer’s invoice. The invoice is then passed on to 
the material control clerk, who enters the material on the perpetual 
inventory card. Then the invoices are forwarded to the accounts 
payable clerk for payment. 

Requisitions for issues of stock to production are made out by the 
production control clerk in triplicate. One copy of this form is kept 
by the issuing clerk, and the others go to the stockkeeper and cost 
accountant. The stockkeeper then issues the materials and this copy 
accompanies the materials and is placed in the docket which accom- 
panies all orders through the various stages of production. The cost 
accountant’s copy is the basis for the entry recording the issue on the 
perpetual inventory record and on the summary of materials used. 
These requisitions are issued for the actual amount of stock needed for 
the job. There is an allowance for normal spoilage. If more stock is 
required, an additional requisition is prepared but if all the stock is not 
required, a returned to stock memo is made out by the foreman in 
triplicate, with copies going to the stockkeeper and cost accountant 
and one being kept in the docket. 

Spoiled or obsolete stock is reported by the factory superintendent 
and this is taken from the perpetual inventory cards and credited to 
raw material control and debited to materials used. 


Periodically a physical count is made on the raw material stock. 
This count is checked with the perpetual records and any discrepancy 
is carefully checked. An adjustment in the books is made for any 
differences in a similar manner as for obsolete stock. 


Machine Hour Rate 

The machine hour rate is the total cost of the direct labour and 
factory overhead required to operate a machine for one hour. The 
different machines in the plant for which there are machine hour rates 
are as follows: 


Machine 

No. Type 
Meihle Single Colour Press 
Meihle Single Colour Press 
Meihle Two Colour Press 
Miller Two Colour Press 
Meihle Single Colour Press 
Kluge Single Colour Press 
Platen Cutting and Creasing Press 
Platen Cutting and Creasing Press 
Platen Cutting and Creasing Press 
Meihle Cutting and Creasing Press 
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11. Miller Cutting and Creasing Press 
12. High Gloss Waxer 

13. International Gluer 

14, Ripcord Machine 

15. Guillotine 

16. Brightwood Gluer 

17. Punch Press 

18. Cellophane Machine 

19, Satin Finish Waxer 

20. Right Angle Gluer 


There is also a machine hour rate for male handwork and female 
handwork. 


The total of the manufacturing expenses other than direct labour 
and depreciation for all the departments is compiled when the budget 
for the year is made up. 


A forecast is then made of the total man hours required to operate 
all the machines and hand work departments for the coming year. 
In a case where two men are required to operate a machine, the man 
hours would of course be double the machine hours of the machine. 
By dividing the manufacturing expenses by the man-hour costs forecast 
we arrive at the burden rate for manufacturing costs not including 
direct labour and depreciation. 

The depreciation charged to a particular machine per hour is 
arrived at by dividing the depreciation for the year for the particular 
machine by the forecast number of hours that it is expected to operate. 
The direct labour in the machine hour rate is the average for the 
employees operating a particular machine. 


Machine Hour Rate for No. 3 Meihle 

Two Colour Press (Operated by 2 Men) 
Manufacturing Expemse 222.00 ... 2.2.0.5. c cece c eee eeees $4.00 
$100,000.00 (Dept. Total for year) =2.00 per man hr. 
50,000 (Total man hours for all machines) 
5 had ty i Ge ee Ea Ae $2.00 
$4,000.00 (Depreciation for year for No. 3 Press) =2.00 per machine hr. 
2000 (machine hours for year for No. 3 Press) 
I es ars he oe weedy oko utente eka eee $3.00 
Pressman (Average Rate $1.80) 
Assistant (Average Rate $1.20) 
MACHINE HOUR RATE ................ L SORE TS Oe $9.00 


Due to the fact that some machines are worth as little as a few 
hundred dollars and other printing presses may cost as much as $250,000 
or more, we have kept the depreciation separate from the other manu- 
facturing costs. Another reason is that the handwork department 
should not include depreciation for machinery. 
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In the past we have built up our machine hour rates on a much 
more detailed basis but we find that the results from the above method 
are very close to the more detailed method. 


Payroll and Time Recording 


When the employees enter and leave the plant time cards are 
punched. Job clocks are conveniently situated in the production de- 
partments. When the employee starts a job in the morning he punches 
the job card. Therefore, as he completes each job, he punches his 
card and marks in the order number, customer’s name, machine num- 
ber, quantity of production and also the operation he has completed. 

The difference between the finish time for one job and the finish 
time for the next job is the time spent on that particular operation. 
The job clocks record the hours in tenths to simplify calculation. Only 
one card is required to be filled in each day per person. Time spent 
on non-productive operations such as oiling, washups and repairs is also 
recorded. 

The time spent on all operations is then posted to the production 
cost summary, on the back of which there is space to accumulate the 
time spent on each operation from day to day. When the job is com- 
pleted, the total hours for each operation is brought forward to the 
front of the summary. 

The time card which records the employee’s starting and finishing 
time each day for a week is used to compile the gross wages for the 
week. These cards are checked against the daily cards punched at the 
job clocks. The employees’ wages are made up weekly and the ex- 
tension for the gross pay is made on the time card. The payroll sheet 
is then made up, with the various deductions which are necessary. At 
the same time as the payroll sheet is written up, the employee’s cheque 
and earnings record are completed in one writing. The cheque stub, 
which is actually a copy of the payroll sheet entry, shows all the deduc- 
tions which are made. 


Month End Journal Entries 

A columnar general journal is used as most of the entries are 
repeated every month. 

Raw materials received during the month are accumulated in the 
raw material control column in the voucher register. Power, insurance, 
repairs, etc., are accumulated similarly in their column in the voucher 
register. 

All manufacturing expenses have accounts in the general ledger 
and therefore all expenses for the month are posted directly to their 
proper accounts in the general ledger from the totals in the voucher 
register. 

Every month a standard percentage of labour cost is computed to 
take care of employee vacation and public holiday pay. The entry is 
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Dr. labour—Cr. reserve for vacations. When payment is made for 
vacations or legal holidays, the reserve account is debited. 


Any inventory adjustments during the month are charged or 
credited to raw materials control and the proper entry made to materials 
used. Issues of raw materials are not removed from the raw materials 
control until the order is completed and then they are charged directly 
to materials used. The total of materials used is obtained from the 
summary of orders completed during the month. The following entries 
are made for orders completed during the month: 


Cost of Goods Sold Dr. 

Finished Goods Dr. 

Labour and Overhead in Process Cr. 
Materials Used Cr. 


The labour and manufacturing expenses charged to production 
orders each month are recorded on a summary of production orders. 
This total is debited to labour and overhead in process and credited to 
applied labour and overhead. An adjustment is set up so that the 
labour account will reflect the total labour cost for the months. 


With expenses such as Unemployment Insurance, Workmen’s Com- 
pensation, Plant Insurance, the expense account in the general ledger is 
debited with the charge for the month and the nominal account is 
credited. 


Depreciation is debited and reserve for depreciation credited 
monthly for the plant and machinery. 


There is no material in process. 


Analysis of Variances 
(Applied Labour and Overhead) 


The over or under applied labour and overhead expense is analyzed 
into expense, capacity and efficiency variances. 

The expense variance is the difference between the total actual 
cost center expenses for the month, as compared with the budgeted 
expense for the month. 

The capacity variance is arrived at by comparing the budgeted 
expense for the month with the product of the actual hours and the 
machine hour rate. This variance shows the under or over absorbed 
cost for the period, which is due to capacity being above or below 
normal. An analysis is made of these variances to determine whether 
they are due to the sales department not bringing in sufficient orders 
or whether they are due to poor planning. r 

The efficiency variance shows the cost of excess hours needed for 
the period’s production, or the saving from completed production in 
less than the estimated required number of hours. The method of 
computing the variance is to determine the difference between the net 
allowed hours and the actual hours for the month and multiply by the 
machine hour rate. 


363 











COST AND MANAGEMENT 


Budgets 

A static budget is maintained. The Secretary-Treasurer of the firm 
is the chief budget officer. Previous to the beginning of the fiscal year, 
the following year’s budget is drawn up. 

As a large percentage of the sales are for special order and as this 
industry is very competitive, it is difficult to establish a sales budget. 
Nevertheless, salesmen are required to co-operate with the sales manager 
in establishing a sales budget. Sales are budgeted by territories and 
products. 

From the sales budget, the production budget is established. From 
this the budget for labour, materials and other variable costs is estab- 
lished. The fixed costs are then budgeted. 

The financial budget is also drawn up and plans are made to 
borrow money, if it is required for financing at certain stages during 
the budget period. 

The budget figures are used to draw up an anticipated profit and 
loss statement and balance sheet. The budget figures are then compared 
month by month with the actual and action is taken where it is 
advisable. 

If it becomes apparent during the year that conditions are different 
from those forecast and that the budget is going to lose much of its 
value as a measuring stick, the whole budget is revised, with existing 
conditions being taken into consideration. 


Estimating 

The estimator computes the cost of production for all quotation 
requests and orders which are received. The estimates are made up on 
the same sheets as are used for compiling costs. 

Whether for an order or quotation, the normal time required for 
each operation is listed on the estimate sheet (Exhibit “C”) and the 
estimated or normal costs are arrived at by extending the time by the 
machine hour rate for each operation. To this is added an estimate of 
the materials required at their actual expected cost. As the board and 
packaging materials used are the same price from the various suppliers, 
this is not a difficult task. Selling, administrative and freight costs 
are then taken into consideration and finally the profit is added. 

If the estimate is for a quotation request, a letter is then sent to 
the prospective buyer, stating price and terms. If it is for an order, a 
confirmation of order is mailed to the buyer. 

When an order is placed into production, the specifications on the 
estimate sheet are copied onto the production order. The estimated 
times and costs are copied onto the cost summary, where there is a 
column for these estimated costs. Then they can easily be compared 
with the actual costs when the order is completed. 

Performance records of the various machines are supplied to the 
estimator by the cost accountant to assist him in arriving at the normal 
rate for estimating. 
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Controls 
Production Control and Scheduling 

As the orders are received by the production control clerk, the 
production order and docket are first made up showing all the neces- 
sary specifications of the order. The specifications are obtained from 
one or all of the customer’s orders, the estimate sheet and a sample of 
the carton to be run. 

The required time to complete each operation is then plotted on the 
load board. A small card about 1” x2”, showing the order number, 
customer’s name and the delivery date, is inserted in 1” wide horizontal 
grooves on the load board. Each card represents one day’s work for one 
machine. Sufficient of these cards for each order are then inserted 
into the grooves of the board. There is a separate groove for each 
machine. 

The load board is a visual aid in working out a plan to have orders 
completed as they are required and to make the best possible use of 
men and machines. The board shows when jobs are to be completed, 
by whom, and how long it will take. The work ahead for each opera- 
tion for the following four months is always shown on the board. It is 
easy to see when delivery can be made and therefore accurate delivery 
promises can be given. 

This information is useful to the sales department for other reasons. 
When certain types of machines are slack, they can concentrate on 
orders for these machines and at the same time have orders placed for 
the busy machines far enough ahead so that the customers will not run 
out of cartons. 

Besides the load board, run sheets are typed showing the work load 
for a week ahead. These sheets are given to the various supervisors 
and posted in the plant. In this way the various departments can again 
check to see that everything is in readiness for the next job. 

Average hourly production per week for each machine is posted 
weekly in order that the foremen and the workers can see it. They are 
kept aware of any drop in production. 

Other reports which are made out and posted for the benefit of the 
production departments are: 

1. Spoilage 

2. Orders received (backlog) 

3. Allowances to customers 

4, Labour costs in dollars 

5. Labour costs as a % of production 


Quality Controls 

Quality control is very important in this business. This duty is 
performed primarily by the various foremen. The departments are well 
supervised and the foremen have the time to check frequently the jobs 
going through production. In printing and cutting and creasing depart- 
ments, the cartons have to be approved by the foreman responsible, 
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before production begins. 

As all products produced are primarily used for the packaging of 
food and food products, strict sanitary measures must be taken. The 
girls who pack the containers also act as inspectors. It is their duty to 
see that no dirty or poorly manufactured articles are packed. Each case 
of cartons contains a slip bearing the packer’s number. Therefore, if 
there is a complaint regarding quality, the inspector can easily be 
identified. 

Inventory Control 

Most items are produced for the customer’s special requirements 
and only enough raw material is purchased to complete the order. The 
stockkeeper checks to see that all the materials ordered and received 
for an order go into production. 

There are a few smaller items that are stocked. These are checked 
to make sure that there is no more than a two month supply on hand 
at any one time. 

Control by Reports 
1. Cost Summaries and Profit and Loss Statements 

The cost summaries for every order and the monthly profit and 
loss statements are submitted to top management. The department 
heads are required to supply detailed statements accounting for any 
variances which are above or below normal. These statements also 
indicate what corrective action, if any, has been or will be taken. 

2. Accounts Receivable Analysis 

An analysis of the accounts receivable is submitted to the credit 
department which must take the necessary action on delinquent 
accounts and bad debts. The credit department is required to give a 
reason why an account has become delinquent and also to advise what 
action is being taken to enforce collection. 

3. Cash 

A further report is submitted to the Secretary-Treasurer showing 
totals of receipts and disbursements, current bank balance, etc., and the 
anticipated situation for the coming month. This enables the Secretary- 
Treasurer to be sure of taking appropriate action, as and when neces- 
sary, to provide sufficient liquid assets at all times. 

4. Monthly Financial Statements 

The profit and loss statement and the manufacturing statement 
show the result of operations for the month, the month a year ago, the 
budget for the month, the budget for the year to date, the year to date 
this year and the year to date a year ago. With the above figures, a 
close check is kept on manufacturing overhead, selling, and adminis- 
trative expenses by management. 

5. Repairs and Supplies Report 

We find that this item requires close attention and a detailed report 
is made out each month for the manager, listing the various items that 
have been charged to repairs account. 
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6. Production Report 

A daily report is made up showing the total completed production 
of the previous day, along with the total of the month to date and the 
budget figure for the month to date. 


Conclusion 
It is hoped that this system has conveyed the importance of (a) 


formulating a plan of operating and (b) working at all times to that 
plan. 

This company’s method of ensuring that it does work closely to the 
plan is by the wise use of cost accounting, adequate controls, intelligent 
statements, reports and analyses. With the aid of such weapons, the 
company’s management can usually prevent or correct errors and review 
and adjust policies with sufficient rapidity to be reasonably certain of 
satisfactory results at the end of the fiscal year. 

The main advantage of this accounting system is that it supplies 
management with sufficient accurate and prompt reports to operate 
efficiently with a minimum number of clerical employees. 
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Homogenizing Factory and 


. e * 
Office Thinking... 
By Henry G. LYKKEN, JR., 
Comptroller, Minneapolis Division, 
Minneapolis-Honeywell Regulator Company, 
Minneapolis, Minnesota 

Communications between the accounting and the production departments 

are seldom all that they should be, owing to the lack of a common 

language between the two. This article describes how the semantics 

problem was overcome in one company and how an efficient system of 

reporting and correlated action was set up to increase production and 

profits. 
ps MANY companies factory management and the accounting depart- 

ment do not function smoothly as a team. This was the case in our 

company. Both groups had their own problems, and in large measure 
attempted to solve them within their own orbits. This didn’t mean that 
the factory wasn’t getting reports from the accounting department. It 
was. Each foreman got in the neighborhood of three-quarters of a 
pound of reports each week. 

These reports gave the foreman a vast pot pourri of figures covering 
events that had happened six weeks before. They were technically 
correct, prorates were made to the hundredths of a percentage point, 
and the entire report was a masterpiece of finesse and nicety. The 
foremen, however, was immune to the nuances of a reversed accrual, 
even had he been able to recognize one when he saw it. To him the 
reports read like a foreign language. 


Second Guessing Is No Substitute for Knowing 

In other words, the accountant was giving to factory management 
those reports which the accountant thought he needed. For appearances’ 
sake, the foreman accepted the reports graciously and stored them until 
he thought that no one would ask about them further. As soon as he 
felt it safe, the foreman quietly slid the bundle of reports into the waste 
basket. 

Some four years ago the factory manager decided that he wanted 
to use these figures. The accountants were only too glad to sit down 
and do what they could to help in finding a suitable means of presen- 
tation. The joint group decided that there were two basic things 
wrong: 

1. Reports were much too slow. 

2. The reports were too complicated and detailed. 


Evaluating the Need for a Closer Working Arrangement 

This led to a preliminary assessment of the accounting department. 
In this case, we were dealing almost entirely with that section of the 
accounting function which is more popularly known as cost accounting. 
Let’s review our past and present concepts of accounting 
communications. 
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In every company today, there is a responsibility for accumulating 
financial information, summarizing this information and presenting it 
in a manner useful to the owners or prospective investors in the com- 
pany. This information, with certain modifications, is the same infor- 
mation necessary for the preparation of tax returns and other reports. 
For purposes of identification let’s call this the “line” operation, or the 
formalized side of accounting. Make no mistake but that this side of 
accounting is absolutely necessary to the operation of a business. 


It was the reports from this line function of accounting that had 
been going to the factory management. Some of the figures were 
suitable for operating controls, but by and large, the figures were from 
some other report and provided little or no information for operating 
controls. Had the foreman been a trained analyst, he probably could 
have ferreted out some useful facts. But what was really needed were 
reports which would highlight the important figures and variances in 
such a way that red lights for action were clear to the foremen. 

This situation gave rise to what we'll term “staff” accounting. This 
is a group of accountants, with a background in the more formalized 
side of accounting, who are specially trained to present figures in under- 
standable form to the factory. They are the liaison men between the 
accounting function and factory management—the interpreters, if you 
will, transferring accounting figures to factory action. 

Some companies, of course, do not have a staff side to their account- 
ing department. This need is filled by such groups within the organiza- 
tion as the industrial engineering department. However, at Minneapolis- 
Honeywell it was decided that the factory “helping-hand” side of the 
accounting department would be one of its own members. This decision 
was based on two compelling considerations: 

1. It was the most economical. 

2. It was the quickest. 

Pinpointing the problem. 

As has been mentioned before, production people don’t speak the 
language of the accountant; conversely, the accountants have even less 
ability to speak the language of the shop superintendent and crew. It 
was necessary to work out a common ground or means of communica- 
tion. The first step was to make the foreman aware of his direct and 
personal responsibility for the expenses in his department. This con- 
cept was the focal point of the whole plan. 

To train and develop the foreman in the fundamentals of our 
accounting system took a long time, as much as two years. But it was 
time well spent, since it was the solid foundation on which the whole 
system was to be built. 

Training the Foremen 

A man with some accounting training was assigned full time to an 

expense forecasting programme. His first duty was to sit down with 
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each foreman, and, by reviewing the past several months’ record, 
obtain from him a forecast or estimate of expenses in the following 
months. The basic information that the foreman needed on future 
production requirements was furnished by the production control 
department. 


This was a period of transition. Several different methods and 
forms were used be vre a workable arrangement was reached which 
would enable the foteman to work out his own forecast. As the fore- 
casting plan began its halting way, a corollary set of reports was started. 
This provided the foreman with a summary of what he had actually 
spent in the preceding months. Here the emphasis was on speed rather 
than absolute accuracy. It might be given the inelegant term of 
“quick and dirty” reporting. 


In time, the foreman began to forecast his expenses in greater de- 
tail. Coincidentally, the report which he got of his actual expenses 
began to be more and more accurate. The short-cuts in accounting 
procedures which were so essential to speed were refined and polished. 
The precision of the forecasting function was thus greatly increased 
and the information presented in a manner more suitable for control 
purposes, 


So far we have been talking about only the foreman, or the first 
level of supervision. There was another and parallel programme going 
on at the same time. This programme was directed to the foreman’s 
direct superiors—the general foreman, the superintendents and the 
factory manager. Where the individual foreman got figures for each 
phase of his operation, the general foreman got these same figures but 
for a large number of departments. To make this a little clearer, Fore- 
man A got the direct labour costs for Department 1. His immediate 
superior, the general foreman, got the direct labour costs for Depart- 
ments 1, 2, 3, 4, and 5 in total. 


The general foreman’s boss, the factory superintendent, received his 
information in a still more condensed form. However, his information 
covered a wider area. Therefore, by the time it got up to the factory 
manager, the reporting structure looked something like a pyramid. 
There was a broad base of very detailed information which, through 
refinement, was pointed up into a relatively few number of key figures. 


At the beginning, these key figures were kept very simple. Each 
major item of expense, such as inspection, overtime, maintenance, and 
tooling were related as a percentage to a single figure—direct labour. 
The information was plotted on a wall chart mounted in the superin- 
tendent’s office. For example, he had a single chart for inspection. 
This chart covered all the inspection departments in the factory. Should 
the inspection expense get out of line, the factory manager, like the 
monitor in a TV studio, had only to ask that an evaluation be made by 
the factory superintendent. The latter could, by following the com- 
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parison of forecast and actual expenses step-by-step, isolate the depart- 
ment or departments where the out-of-line condition originated. 

The foreman’s total monthly estimates were posted on this chart. 
They could then be compared with his actual expenditures. Each fore- 
man was interviewed individually by the superintendent in advance of 
the period for which the forecast was being prepared. 


Reporting Procedure 

As the programme developed further, it became increasingly 
apparent that a serious time lag existed in the reporting of expenses. 
The individual foreman did not know where he stood with regard to his 
estimates during the current month. By the time the figures became 
available, it was too late to take corrective action. 

To remedy this situation, a weekly report was devised using the 
labor cost figures from the weekly time card summaries. This report 
shows the weekly labour cost in each account and compares it with the 
foreman’s estimate. A month-to-date column, showing cumulative ex- 
pense versus estimate, is a barometer which quickly highlights those 
accounts requiring the foreman’s immediate attention if he is to stay 
within his estimate for the month. 

Details of the Programme 

Three points of the programme deserve to be emphasized: 

1. The payroll figures are picked up from the weekly time card 

summaries. They are not the figures which go into the official 
accounting records. The margin of error is negligible insofar as 
control purposes are concerned. 
The very marked advantage in that they are obtained as the 
month progresses and the total is available on the day after the 
month ends. It would be necessary to wait three weeks into the 
following month for official accounting figures. 

2. No attempt has been made to tie the factory forecasting pro- 
gramme to our official accounting statement. It is, of course, 
made up from the same basic data, but, in the interest of speed, 
many short-cuts are used, minor reconciliations omitted, and 
prorates between departments ignored. 

3. The keynote of the installation was informality. Letters of 
instruction were kept to a minimum. Much of the work was 
done by personal contact with both foremen and higher super- 
vision. 

Formalizing the Programme 

After twenty-four months of laying the pane ae the time 
seemed ripe for drawing all the threads together—in a sense, to forma- 
lize the programme. This was done at a meeting attended by all who 
were concerned with the expense forecasting plan—unit supervisors, 
assistant foremen, foremen, factory superintendents, department heads, 
accounting department personnel, etc. 
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COST AND MANAGEMENT 


The theme of the meeting was the “Big Picture”. For the first 
time we saw the plan as a whole. Previously each foreman had seen 
only his small part. Now he saw that part in relation to all the others. 
More important, he saw the role he played as a profit producer. 
Through charts and slides, the company president, the factory manager 
and his assistant, the divisional comptroller, and the factory superin- 
tendents showed that control was exercised through foremen—the first 
line of supervision. 


As imposing an array of company management men as it was 
possible to collect was assembled. There is no substitute for the fact 
that if a man’s boss, and his boss’ boss, show interest in a project, the 
man himeelf is irresistibly drawn to it. 


It was emphasized that the basic responsibility was the foreman’s 
—that, step-by-step, the results of his efforts were channeled through 
successive levels to the factory manager’s operating statement. 


The ultimate success of such a programme depends upon the en- 
thusiastic and universal participation of all levels of factory manage- 
ment. Foremen and factory supervision incur the costs. They are the 
people who can ensure that labour, materials, and supplies are used to 
the best advantage. In addition, the people who use the programme 
must understand it and must be sold on it. If they are not, the pro- 
gramme cannot work. 


The “Little Red School House” 


One major step in carrying out our plan was to instruct the factory 
operating supervisors in some basic accounting procedures and termi- 
nology. It was necessary that they have a working knowledge of the 
various documents they sign and that they understand how these papers 
produce the cost records of their departments. 


Foremen were responsible for production quality, for labour rela- 
tions, for carrying out company policies, and for many other equally 
important functions. They were, in general, reluctant to analyze or to 
use accounting data. This stems, possibly, from a feeling that account- 
ing is a very complex “science”. 

In addition, the task of cost control is often considered an un- 
pleasant one. As a result, the foreman used to place the study of 
accounting reports and the task of cost control near the bottom of his 
list of responsibilities. Instruction convinced foremen of the need for 
cost control and the value of cost reports. 


Basic Indoctrination Sessions 

As a follow-up to the “Big Picture” meeting, a series of conferences 
was held with the foremen. Accounting personnel acted as discussion 
leaders. These sessions were planned to take the foreman through the 
detail phases of the programme and to give him a very elementary 
introduction to the accounting principles involved. 
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HOMOGENIZING FACTORY AND OFFICE THINKING 


The conferences were of the question-and-answer type. Active 
participation of the foremen indicated that we were off to a good start. 
There were several weekly sessions. The groups were kept small enough 
to allow discussion of individual problems. 

To promote further understanding and co-operation in the factory, 
the report forms were arranged and prepared on the basis of suggestions 
made by the foremen. In some cases, account descriptions of expense 
items were changed to express them more clearly in the foremen’s 
language. 

Early Results 

The first months of application were difficult. In many instances, 
actual results were nowhere near the forecasts. In the process, we 
learned a good deal about forecasting; also becoming more convinced 
of the benefits of planning the future to realize maximum profit. 

There was no simple formula which could be applied to all accounts 
or departments. Even the same type of expense in different depart- 
ments had different sets of circumstances which governed its change 
from one period to the next. 

Therefore, in projecting an over-all plan, we could not assume any 
uniform relationship applicable to all departments between items of 
cost or to production levels. 

Emphasis on Speed 

At this point it should be recalled that the accounting department 
was called upon to meet the special needs of the factory operating 
departments. The new emphasis in records and reports for factory 
management is not only on accuracy, but on speed as well. 

Basically, we report from source documents rather than from 
published accounting statements. The costs are picked up before they 
are processed through formal accounting routine. The result is that 
factory management is furnished with fairly accurate costs within two 
days following the week in which they are incurred. We are doing 
what we once felt to be impossible. 

The programme is basically simple and straightforward and em- 
bodies application of principles deserving of emphasis. The framework 
of the programme can be summarized as follows: 

1. Each department head is held accountable only for the costs 

which he can actually control. 

2. The plans—or goals—or forecasts—or budgets—are created by 

those who will make the expenditures and can best control them. 
3. All major expenditures are decided upon before they are 
incurred. r 

4. The reports and accounts are designed to be understood by those 
who can profit by their use. Normal accounting procedures are 
by-passed in order to make information quickly available. 

Every man in operating management, from the assistant foreman to 
the factory manager, is actively and constantly working on planning for 
profits. 
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Benefits of the Programme 

Based on our experience, the following appear to be the essential 
ingredients of a successful relationship between accounting and the 
production organization: 

Proper atmosphere. The staff accountant exists only to serve the 
production team and has no responsibility in the line accounting 
function. In order for this group to be of any value, the production 
people, and particularly the factory manager, must want the type of 
help they can give. 

Means of Communication. This point is often taken too lightly, 
especially when accountants and production people are thrown together. 
In addition to all the foregoing programmes, let’s add the practice of 
having one or two production people in the staff accounting group for 
six to nine months of special training. When these men return to pro- 
duction supervision, they have become dedicated missionaries carrying 
the word and helping to build a substantial bridge between these 
islands. 

Flexible Relationship. The staff accountant does not dictate or 
direct any action. His place is to recommend and assist where help is 
requested. The staff accountant, by means of his technical training, 
is able to take liberties with the established accounting practices in 
accordance with the needs of the operating activity, and still is able to 
reconcile the work directly into the financial results. 

Clearly Defined Objective. The most important ingredient—the 
objective—should be established by the factory people. The objective 
in this case, of course, was to provide information on each department’s 
specific contribution to the company’s profit. The result is our factory 
profit-and-loss statement. 

We started out with the assumption that there was not a close 
enough connection between factory management and the accountant. 
The lack of correlation was resulting in less profits than should be 
expected. There are several ways in which a closer relationship can be 
developed. What has been said is only one of these ways. You can 
say that in setting up a forecasting plan for better profits, the factory 
management team and the accountant were drawn closer together. Or, 
from a different viewpoint, it might be said that as a result of drawing 
the two groups into a closer working arrangement, a better plan for 
forecasting and arriving at profits was brought into being. 
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WHAT TOP MANAGEMENT AND PRODUCTION MEN WANT FROM THE 
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